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Distinctive Features of Cotton Goods Accounts*
By Percival F. Brundage
The accounting requirements for the manufacture and conver
sion of cotton goods are distinctly different from those of other
manufacturing businesses.
The cotton goods industry at the present time is divided into
three distinct groups: (1) cotton mills, (2) converters and (3)
finishing plants. A self-contained cotton mill manufactures raw
cotton into cloth. The converter purchases the cloth, ships it to a
finishing plant to be bleached, dyed or printed and sells it to the
trade. Most standard cloths are handled in this way. In some
cases, however, cotton mills finish their own goods and sell direct
to the trade or through brokers and selling agents. Furthermore,
there is a tendency today for converters and selling agents to
acquire cotton mills and finishing plants in order to control more
surely their supply of cloth, but in such cases the threefold dis
tinction is usually maintained through subsidiary organizations.
Cotton Mills
The accounts of a cotton mill are surprisingly simple. The
office and administrative staff required to handle a business of
over a million dollars a year frequently consists of an executive
officer, a superintendent and three or four clerks.
Cotton is the only raw material entering into the product and
this is purchased by the executive officer through brokers or a pur
chasing agent. In some southern mills, near the source of supply,
the cotton is purchased on the ground from neighboring farmers.
In such cases the grades are more uneven, as several pickings are
usually mixed. The general practice, however, is to purchase from
sample.
Raw cotton varies in quality according to the length of the
staple or fiber and according to the grade. The longest staple is the
Sea Island cotton. Next come the Delta and Egyptian cottons.
These are used for the finest fabrics. Upland cotton, however, is
the great American product and constitutes 70 per cent. of the
world’s supply. If the fiber equals or exceeds 1⅛ inches in length
it is known as long staple, and if less than 1⅛ inches, short staple.
Grades of upland cotton vary four points above and four points
below the standard, called middling, upon which prices are fixed.
* A thesis presented at the November, 1920, examinations of the American Institute
of Accountants.
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The amount of cotton on hand and under contract in any one
mill is regulated by the amount of unfilled orders for cloth.
Contracts for the future delivery of cotton are recorded in an
order book in which are noted the dates of the deliveries required
and subsequently the quantities actually delivered. Each shipment
is assigned a code symbol.
Material records of cotton are kept by individual bales and the
following system has been found to be very satisfactory where
practicable:
Coupon tags of three coupons each, marked respectively 1, 2
and 3, are attached to every bale of cotton purchased. Each coupon
bears the code symbol of the respective shipment, the bale number
and the weight. The first coupon is detached by the buyer and sent
to the mill office as soon as the lot has been accepted. The coupons
are there filed by bale number as a record of cotton in transit.
When the bales are received at the mill the second coupon is de
tached and forwarded to the office, where it replaces the first
coupon in the file. Bales are usually weighed when received and
any difference of weight will be noted upon this coupon. Finally,
when the bales are opened, the third coupon is sent to the office
as a record of the consumption of that bale.
Practically all cotton is sold sight draft on bill of lading. When
invoices for a shipment are received entry is made in the cotton
book to record the date shipped, the code symbol, the number of
bales, the total weight and the amount. Subsequently the date of
receipt is noted therein and adjustment is made to cover any over
ages or shortages. In some mills entry is made in the cotton book
only when the shipment has been actually received, but this prac
tice fails to take into account the fact that ownership of the cotton
passes at the time of shipment.
On the credit side of the cotton book is entered the daily con
sumption of the mill in bales and pounds as reported from the
opening room.
At the end of the month the balance in bales, pounds and
amount brought forward from the previous month is added to the
receipts for the current month and an average unit cost per pound
is obtained. This unit is applied both to the consumption for the
month and to the inventory at the end.
As an alternative to this method each lot may be kept separate
and the daily consumption may be recorded against the lot actually
267
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used. Thus actual costs instead of averages are applied both to
operations and inventories. But, inasmuch as the supply of cotton
on hand usually covers only a month’s operations, the first method
has been found to be sufficiently accurate.
The general ledger account for cotton is charged monthly with
the purchases and credited monthly with the consumption.
In an audit of a modern cotton mill it is very important to
determine the relative position of the company as regards cotton
commitments and unfilled orders. Enough cotton should be main
tained on hand, in process and under contract to cover all unfilled
orders for cloth. An excessive supply results in the company’s
being long of cotton and if the price of raw cotton should drop
the company would be placed at a disadvantage in quoting prices
for future orders. On the other hand, if all orders booked are not
covered by cotton on hand and under contract the price may rise
and wipe out the expected profit.
At times it may be found necessary to contract for more than
immediate requirements in order to obtain the quality desired. In
this case the conservative practice is to hedge by selling futures on
the cotton exchange. These will be covered when sufficient orders
for cloth have been received. In a similar manner if there is a
shortage of proper staple or grades it may be advisable to buy
futures to protect orders already booked. Trading of this nature
is the legitimate function of the exchange. Dealings in futures for
purely speculative purposes, however, should be carefully avoided
by a manufacturer.
It may be of interest to note that this conservative practice has
been generally adopted only in recent years. Previously it was a
practice to buy the year’s supply in the fall; and the speculation
thus undertaken was the cause of nine out of ten cotton mill
failures.
The manufacture of cotton cloth may be separated into three
major operations: (1) preparation of the cotton, (2) spinning of
the yarn, (3) weaving the cloth. The preparation of the cotton
consists of opening the bales, picking (to separate the fibers),
carding (to remove short fibers and dirt), drawing (to straighten
out the fibers) and flying-frames (to draw out and twist the rope
or sliver preparatory to the spinning). The spinning consists of
a further drawing out and twisting. Between the spinning and the
weaving is the warping and slashing of the warp threads to smooth
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and strengthen the threads and to arrange them in proper order on
the loom beam. The cloth is woven by the looms and is finally
measured and inspected before bailing.
The actual weight of all cotton processed is known by the
weights on the bale tags forwarded to the head office. This has
been verified by weighing the individual bales when first received.
It is often checked again by weighing in the opening room. The
weight of the cloth is calculated by measurement, as in all construc
tions there are standard numbers of yards to the pound. In the
intermediate stages the weight of cotton processed is estimated by
the known capacity of the different machines. In this manner the
number of pounds of cotton passing through each operation is
recorded.
Direct labor is kept by departments and operations. Overhead
is distributed in the same way, so that the unit cost of each opera
tion is determined at the end of the cost period by dividing the
total cost of each operation by the number of pounds of cotton
passing through that operation.
Allowance for waste varies considerably according to the fine
ness of the yarn and the grades of cotton used. The actual per
centage of waste is determined periodically and applied to the
succeeding period. The average in the modern mill approximates
12 per cent.
Physical inventories are usually taken semi-annually. At such
times the bales of raw cotton are counted and reconciled with the
balance, according to the cotton book. The loose and roving cotton
is weighed whenever practicable. The spinning frames and looms
are commonly inventoried at half their known capacity. Bobbins
of yarn are counted and the weight of the yarn thereon is aver
aged. Finished cloth in the cloth room is measured and baled
goods are counted.
In the summarization of the inventories the stocks of cotton,
yarn and cloth are all reduced to pounds and the average cotton
cost for the period is applied throughout, after allowing for waste
in yarn and cloth. In the average mill direct labor is applied to
cotton after it has been carded, and overhead only to yarn and
finished cloth. In one case known to the writer half of the labor
cost of finished cloth is applied to the total weight of cotton, yarn
and cloth, plus the cotton cost and 12 per cent. allowance for waste
on cloth only. No overhead whatever is included.

269

The Journal of Accountancy

In prorating overhead, indirect labor is applied on its percent
age of direct labor in each operation; rent, local taxes, insurance,
depreciation of buildings, etc., are applied on the basis of the floor
space occupied; and power costs on the proportion used by the
different processes. Depreciation of machines properly should be
calculated by departments on the basis of the expected life of each
machine. The more common basis, however, is at a fixed rate of
up to $1.50 a spindle, or on a flat rate of 5 per cent. on all prop
erties. These rates would be increased under 24-hour operation.
In pricing the inventories the costs determined during the pre
ceding four weeks’ period are commonly used.
The above procedure covers mills that manufacture only grey
goods. Where the yarn is dyed the costs of the colored goods are
kept separate throughout.
The selling end of the business is usually simple. A selling
agent or converter, who often guarantees the accounts, contracts
to purchase the total product of the mill. As soon as a sufficient
stock of cloth has accumulated it is invoiced and shipped or held
for shipping instructions. Working capital is absorbed in the cost
of cotton and delay in the collection of accounts is, as far as
possible, avoided.
The commissions paid to agents vary from one-half of 1 per
cent. to 1½ per cent. for brokers and ordinary agents, and from
3 per cent. to 4 per cent. when collections are guaranteed.
In an audit of the accounts it is important to inquire into the
amount of unfilled orders on hand. Special constructions are made
to order and it is usual to book orders from two to four months
in advance. Every mill, however, manufactures certain standard
constructions for stock, especially during dull times. In periods
of receding prices and general business depression, such as the
present, it is important to determine also the extent to which can
celations have been received.
The general books of a cotton mill are similar to those of other
business corporations and call for no special comment.
Converters
The accounts of the converter take up the grey cloth at the
mills, carry it to the finishing plant and to the manufacturer, if it
is to be made into sheets, pillow cases, etc., and are finally relieved
by sale to the trade. Four separate material records are kept, in
270
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addition to the record of undelivered grey cloth contracts and
unfilled orders for finished goods:
(1) Grey goods held at grey mills.
(2) Grey goods at finishing plants.
(3) Finished goods at finishing plants and at manufacturers’
plants.
(4) Finished goods in warehouses or in transit thereto.
Goods invoiced by the mill and not ordered shipped are entered
upon the record of grey goods held at grey mills. This record is
kept by mills and the contract number, construction, bale numbers,
yards and amounts are given. The total of this record agrees with
a controlling account in the general ledger.
If the grey goods are sold direct to customers no further stock
records are necessary. If they are ordered to a finishing plant, a
lot sheet is made out in duplicate for each shipment and the orig
inal is sent to the finishing plant as instructions to process the lot,
while the duplicate is retained as a record of goods at finishing
plants. On the lot sheets are given the lot number, the name of
the grey mill, the grey contract number, the construction of the
cloth, the finishing contract number, the total grey yards, the in
dividual bale numbers and yardages and any special finishing
instructions required. The duplicate copies of the lot sheets are
filed by finishing plants according to lot sheet number.
When the lot of grey goods is received by the finishing plant
the converter is advised of this fact, as well as of any shortages
that may have been found. Record of the receipt is immediately
made upon the duplicate lot sheet.
Whenever a portion of a lot is finished the finishing plant
advises the converter of the lot number and the new bale numbers
and yardages of the finished cloth. These returns are recorded
upon the back of the lot sheet. When the complete lot has been
finished the total yards returned are compared with the yards sent,
to determine if the proper gain has resulted. Except in a few
styles, such as pique, etc., a gain in yardages arises through the
fact that the goods are stretched in the processing. This gain is in
part offset by a shrinkage in width of from half an inch to two
inches. It is further reduced by the fact that the pieces of cloth
are sewn together in an endless strip prior to processing and when
cut apart the ends are wasted. A real gain, however, results, and
it will be found to vary from 1 per cent. for heavy ducks to 8 per
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cent, for light sheeting. The converter knows from experience
the gain to be expected and holds the finishing plant to full ac
countability if it is not realized.
The finishing plants as a rule measure the goods only after
processing and base their finishing charges on this measurement.
If, however, the proper gain is not realized the grey yards are
measured and if shortages are found the balance of the shipment
is held in the grey for further instructions from the converter.
The question of gain in finishing is of considerable importance
to the converter. His margin of profit is usually small and he
counts on the gain practically to pay the finishing charges. Con
stant vigilance is therefore maintained to see that full yardage is
returned.
At the time when record of the returns is made upon the back
of the lot sheet, the finished stock records are charged with the
finished yardage. The records of finished stock are kept by finish
ing plants and constructions. The cloth may be held for a time at
the finished plant or may be shipped direct to customers or to
warehouses for storage. Finishing plants are sometimes instructed
under standing orders from large customers to ship direct to them
as soon as part of a lot is finished. Charge to the customer is then
made direct from the return on the lot sheet. For shipments to
warehouses finished stock at finishing plants is credited and the
account goods in storage is charged.
With bleached goods to be manufactured into sheets, pillow
cases, handkerchiefs, etc., two lot sheets are necessary, one to
cover the bleaching and the other the manufacture. Both pro
cesses may be performed at the same plant or at different plants.
The manufacturing lot sheet is made out on the same form and
in the same way as the finishing lot sheet. In manufacturing, how
ever, there is always a loss and the returns on the lots are watched
to see that the contract allowance has not been exceeded.
All remnants at both the manufacturer’s and the finishing plant
are the property of the converter. Damaged goods are subject to
claim by the converter.
Attempt has been made to control the grey goods at finishing
plants and the finished goods at finishing plants and manufactu
rers’ by separate general ledger accounts. The labor involved,
however, is out of proportion to the information gained and the
usual practice is to maintain one general converting account in the
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general ledger to which are charged all grey goods ordered to
finishing plants. This account is credited with the grey cost of
sales to the trade or may be left to accumulate until inventory time.
Finishing charges, freight, insurance, handling, etc., are charged
to separate accounts.
The general accounts of a converter are similar to those of any
commission merchant and do not call for special comment.
Because of goods at all times in transit to finishing plants,
manufacturers and warehouses, an efficient traffic department is
required. This department should take care of all claims for
shortage and tracers for delayed shipments, etc.
An insurance department is equally essential to maintain ade
quate protection over the constantly fluctuating stocks at finishing
plants and elsewhere.
In auditing the books of a converting house the proper control
of the merchandise stocks is the most important factor to be con
sidered. The correctness of the records can be confirmed by the
mills and finishing plants, and physical stock can be taken in the
warehouses. Tracers should be produced by the traffic department
for all missing shipments.
The pricing of the inventories is very simple if adequate
cost records are maintained. Unit prices are on a yardage basis
throughout. Grey goods are valued at actual cost plus freight to
the finishing plant. The unit cost of the finished yards is deter
mined by totaling the grey cost, freight and finishing charges and
dividing the total by the number of finished yards. For partly
completed lots the finished yards are estimated on the basis of
previous experience.
Care must be exercised to take up full liability for finishing
charges on uncompleted lots, inasmuch as finishing plants usually
bill for completed lots only. The correct method is to reserve for
the total returned yardage on uncompleted lots at the contract
price and to deduct any bills rendered on account.
It is a good practice to compare the total amount of grey and
finished goods on hand and under contract with the amount of
unfilled orders to determine the proportion covered by orders
already booked.
Finishing Plants
The operations of a finishing plant consist of bleaching, dyeing,
printing and finishing goods belonging to others. Grey goods are
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sometimes purchased outright to be finished and sold to the trade,
but this is not the primary function of the plant.
The care devoted to the keeping of detailed stock records
varies considerably as between plants. The lot sheets received
from the converting house are the principal records. Receipts are
noted thereon and record is made of goods finished and shipped.
In some cases it has been found cheaper to pay claims for short
age than to maintain an expensive accounting force to trace
differences.
Physical inventories are commonly taken semi-annually or at
the specific request of converters.
The general accounts of a finishing plant do not contain any
unusual features that require comment.
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